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SIX OUT OF TEN 


S IX out of every ten families now own their own home. With fewer people 








reaching the home-buying age each year, continued increases in real es- 


tate sales can be made by persuading the four out of ten renting families 
that they should buy. 


One way of increasing sales yolume is to reduce the price of houses. First 
is the possibility of reducing monthly payments by extending the term of the 
loan or reducing the interest cost. Loan terms have been extended about as 
far as they can go. Interest rates, however, are determined in the market- 
place by the supply of mortgage money available compared with the demand by 
home buyers. In recent months the interest rate on conventional first mort- 
gages has fallen from 6.27 percent in July to 6.22 percent as of October 1. As 
a result, the rate of real estate sales, the number of voluntary transfers per 
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40, 000 families, has increased from 72.9 to 76.8. The October transfers, 
however, are not reassuring. By comparing the total number of nonfarm 
transfers in October 1960 with those in each October since 1950, on page 550, 
you will find that October 1960 is the lowest for the whole 1l-year period. The 
10-month total, however, is a fair 3,854,200, which has been exceeded only 
during the first 10 months of 1950, 1955, 1956, and 1959. 


There are no signs that the currently available supply of mortgage money 
is drying up. On the contrary, purchases of mortgages in the secondary mort- 
gage market by the Federal National Mortgage Association continue to de- 
crease. This means that firms holding FHA- and \ i-insured mortgages are 
not selling to FNMA to obtain more mortgage money to meet the demand for 
new money. The chart opposite shows how FNMA purchases increase during 
periods of tight money, as in 1956-57, and 1959-60. 


Another indicator of the avai! «bility of mortgage funds is the price of 
mortgages in the secondary mortgage market. When interest rates are high 
because of a tight supply of funds, discounts appear. Prices of FHA-insured 
mortgages are less than face value by an amount that equalizes the fixed 5-3/4 
percent rate with the higher market rate. Prices were lowest in December, 
and have now increased to an average $97.4 for every $100 face value. These 
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1956 1957 1958 1959 
figures are compiled monthly by the Federal Housing Authority and are as fol- 


lows for recent months. 


Average Net Prices for FHA-Insured 5-3/4% New Home Mortgages 
Immediate Delivery Transactions - 25-Year Maturity - 10% Downpayment 


Dec. 59 July 60 Sept. 60 Oct. 60 Nov. ’60 
National Average $96.4 $96.7 $97.1 $97.3 $97.4 











There is no sign that construction of new homes has been encouraged by the 
slight decline in mortgage rates. Therefore, it would seem that mortgage in- 
terest rates will continue to decline through the first part of next year until 
new construction responds to the reduction in price. Further evidence of a 
continued drop in the interest rate on mortgages is the fact that the interest 
rates on Treasury bills and corporate bonds reached their peak in December 
1959 and January 1960, while mortgages reached their peak in June. Treas- 
ury bills seem to have reached a low plateau of about 2.5 percent that they 
have maintained since August. They went through an eight-month decline. If 


mortgages do the same, the bottom will be reached about February or March 
next year. 


There is another way to reduce the price of housing. Construction costs 
can be cut. For afew months of this year it looked as though millwork costs 
(cont. on page 551) 
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(cont. from page 547) 

were going to bring construction costs down quite a lot this year. An increase 
of labor costs at the end of the summer, however, has offset any reduction in 
the other costs. In the table on pages 548-549 we have broken down the con- 
struction costs of building a contemporary frame ranch house. The house isa 
one-story frame house without basement containing 1,170 square feet, or 
12,285 cubic feet. These costs, however, are not the actual selling price. 
We have omitted several items that cannot be considered part of the construc- 
tion cost, and which would make the costs incomparable with the other Wenz- 
lick standard houses. These include such items asappliances, Venetian 
blinds, light fixtures, lot costs, landscaping, surveys, subdivision costs, ar- 
chitect fees, and sales commissions. 


Although the basic cost of construction continues to increase, some of the 
items omitted in the above list may provide selling points. Builders can try to 
provide more for the same amount of money, which is actually the same as cut- 
ting costs. Such appliances as built-in ranges, garbage disposal units, and 
dishwashers will add to costs, but they may attract enough buyers to increase 
sales by enough to offset these costs in the profit column. The same is true of 
attractive landscaping. Then there is the direct attack on construction costs 
by using new materials and new methods. Many builders have probably kept 
costs from rising faster than they have by using some of the techniques of pre- 
fabrication. 
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